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This report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condition.
{ ) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition. )
71 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
T’ (g) Computation of Net Capital
G (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
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O (n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

“Fgr conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(¢)(3).




]
]

| N T S

[ I

[ W———

[ 2 i [ — [ SN

[ VOR——

[ D—" N

BNJ CAPITAL SECURITIES CORP.

Financial Statements

December 31, 2001




BNJ CAPITAL SECURITIES CORP.

Table of Contents

Page Number

Independent Auditors’ Report

Financial Statements

Statement of Financial Condition

Statement of Operations

Statement of Changes in Shareholders’ Equity

Statement of Changes in Liabilities Subordinated to Claims of General Creditors
Statement of Cash Flows

Notes to Financial Statements

Supplementary Information

Independent Auditors’ Report on Supplementary Information

Schedule I - Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission

Schedule II - Reconciliation of Net Capital Under Rule 17a-5(d)(4)
of the Securities and Exchange Commission

Independent Auditors’ Report on Internal Control Structure Required
by SEC Rule 17a-5

16

17

18

19




100 Crossways Park Drive West
Suite 104

Woodbury, New York 11797
Tel 516-496-2800

Toll Free: 866-496-1040
Fax 516-496-9282

Wolfson & Green WWW.wgcpa.com

Accounting » Tax Planning * Business Consulting

Independent Auditors’s Report

To the Board of Directors

BNJ CAPITAL SECURITIES, CORP.
30 Broad Street - 28th Floor

New York, NY 10004

We have audited the accompanying statement of financial condition for noncarrying, nonclearing and
certain other broker or dealers of BNJ CAPITAL SECURITIES, CORP., as of December 31, 2001, and
the related statements of operations and changes in stockholders’ equity for the year then ended. These
financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement. An audit includes examining on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by mangement, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

The accompanying financial statements were prepared for the puropose of complying with the annual
reporting requirements of the National Associates of Securities Dealers, and are not intended to be a
presentation in conformity with generally accepted accounting principles.

In our opinion, the 2001 financial statements referred to above present fairly, in all material respects, the
financial position of BNJ CAPITAL SECURITIES, CORP., as of December 31, 2001, and the results of
operations and cash flows for the year ended in conformity with generally accepted accounting
principles.

Wl & Breon

Wolfson & Green
Woodbury, NY 11797

March 23, 2002
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BNJ CAPITAL SECURITIES, CORP.
STATEMENT OF FINANCIAL CONDITION

AS OF DECEMBER 31, 2001
ASSETS
Assets
Cash and cash equivalents $ 9,180
Deposits with clearing broker 469,718
Receivable from clearing broker ' 74,750
Securities owned
Marketable, at fair value 186,578
Not readily marketable, at estimated fair value 63,300
Prepaid expenses, deposits, and other assets 38,062
Fixed assets (net of accumulated depreciation) 39.665
Total Assets $ 881,254
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities
Payable to clearing broker $ 327,887
Securities sold not yet purchased, at market value 87,076
Accounts payable 2,554
Commissions payable 6,240
Accrued liabilities 11,271
Total Liabilities 435,028
Shareholders’ Equity
Common stock, $1 par value; 1,000,000 shares
authorized; 1,000 shares issued and outstanding 1,000
Additional paid in capital 1,000,981
Retained earnings : (555.755)
Total Shareholders’ Equity 446,226
Total Liabilities & Shareholders’ Equity $ 8817254

See accompanying notes and independent auditor’s report.
4
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STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2001

Revenues
Comimissions
Trading
Interest
Service income
Private sales

Total Revenues

Expenses
Compensation and benefits
Clearance fees
Communications and data processing
Interest
Occupancy
Other expenses
Total Expenses

Income (Loss) Before Income Taxes
Provision For Income Taxes

Net Income (Loss)

See accompanying notes and independent auditor’s report.
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94,283
690,207
11,471
2,000
12.000

809,961

477,970
110,221
93,664
1,049
72,975
215,259

971.137

(161,177)
2,371

3

(163.547)
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STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2001

COMMON ADDITIONAL RETAINED
STOCK PAID IN EARNINGS
AT PAR CAPITAL (DEFICIT) TOTAL

$ 1,000 $ 875450 $ (392,208) $ 484,242
Opening Balance, Jan. 1, 2001 :

100,530 0 100,530
Capital contributions from owner

(163,547) (163,547)
Net Income

$ 1,000 $§ 1,000,981 $ (555,755) $ 446,225
Ending Balance, Dec. 31, 2001

See accompanying notes and independent auditor’s report.
6




STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED TO
GENERAL CREDITORS

FOR THE YEAR ENDED DECEMBER 31, 2001

Opening balance, January 1, 2001 $ 0
Increases during the year 0
Decreases during the year 0

Ending balance, December 31, 2001 ) 0

See accompanying notes and independent auditor’s report.
7
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BNJ CAPITAL SECURITIES, CORP.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2001

Cash Flows From Operating Activities :
Net income (loss) $ (163,547)
Adjustments to reconcile net income (loss) to
net cash provided:
Depreciation 16,956
Amortization 7,488
Changes in assets and liabilities:

Deposits with clearing brokers (112,445)
Receivable from clearing broker (62,492)
Marketable securities owned, at market value 84,270
Prepaid expense and deposit (7,781)
Payable to clearing broker 70,324
Securities sold not yet purchased, at market value 78,995
Accounts payable (24,237)
Accrued liabilities (751)
Deferred revenues (10,000)
Deferred lease inducements (1,.708)
Net cash provided (used) by operating activities (124.929)
Cash Flows From Investing Activities
Cash Flows From Financing Activities
Contributed capital 125.531
Net Cash from financing activities 125,531
Net increase (decrease) in cash 602
Cash and cash equivalents at beginning of year 8.578
Cash and cash equivalents at end of year $ 9,180

See accompanying notes and independent auditor's report.
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BNJ CAPITAL SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001

Note 1 - Organization and Nature of Operations

BNJ Capital Securities Corp. (“BNJ” or the “Company”) was incorporated July 1, 1996
in the state of Texas. The original name of the Company was Birchman Financial Group,
Inc. On August 12, 1996, the Company name was changed to Southland Securities Corp.
On April 7, 2000, Southland Securities Corporation was merged into Level Jump
Trading, Inc. On November 3, 2000, the Company changed its name to BNJ Capital
Securities Corp.

The Company was a wholly owned subsidiary of Level Jump Financial, Inc. (“Parent™)
through October 3, 2001. On that date, the Parent entered into a stock purchase
agreement with an employee of the Company. See Note 12 -~ Change of ownership.

The Company is a broker-dealer registered with the Securities Exchange Commission
(“SEC”) and is a member of the National Association of Securities Dealers, Inc.
(“NASD”). The Company operates as a broker-dealer, market maker, and investment
banker/investment advisor. All customers’ securities, funds and accounts are processed
and carried by a correspondent broker-dealer.

Note 2 - Summary of Significant Accounting Policies

Basis of Presentation

The accompanying financial statements include the accounts of the Company only. The
Company is engaged in a single line of business as a securities broker-dealer, which
comprises several classes of services including principal transactions, agency

transactions, investment banking, investment advisory, and venture capital services.

Securities Transactions

Proprietary securities transactions in regular-way trades are recorded on the trade date, as
if they hade settled. Profit or loss arising from all securities and commodities
transactions entered into for the account and risk of the Company are recorded on a trade
date basis. Customers’ securities and commodities transactions are reported on a
settlement date basis with related commissions income and expenses reported on a trade
date basis.

T




[ pe—" [ —— )

—

BNJ CAPITAL SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001

Securities-Lending Activities

Securities borrowed and securities loaned transactions are generally reported as
collateralized financings except where letters of or other securities are used as collateral.
Securities borrowed transactions require the Company to deposit cash, letters of credit, or
other collateral with the lender. With respect to securities loaned, the Company receives
collateral in the form of cash or other collateral in an amount generally in excess of the
market value of securities loaned. The Company monitors the market value of securities
borrowed and loaned on a daily basis with additional collateral obtained or refunded as
necessary. ‘

Investment Banking

Investment banking revenues include gains, losses and fees, net of syndicate expenses,
arising from securities offerings in which the Company acts as an underwriter or agent.
Investment banking revenues also include fees earned from providing merger-and-
acquisition and financial restructuring services. Investment banking management fees
are recorded on offering date, sales concessions on settlement date, and underwriting fees
at the time the underwriting is completed and the income is reasonably determinable.

Commissions

Commissions and related clearing expenses are recorded on a trade-date basis as
securities transactions occur.

Investment Advisory Income

Investment advisory fees are received quarterly, but are recognized as earned on a pro-
rata basis over the term of the contract.

Securities

Customers’ securities transactions are recorded on a settlement date basis, which is
generally three business days after trade date with related revenues and expenses
recorded on a trade basis. The Company’s securities transactions are recorded on a trade
date basis. Marketable securities are recorded at market value as determined by the
Board of Directors. The resulting difference between cost and market (or fair value) is
included in income.

10




BNJ CAPITAL SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001

Income Taxes

The Company’s taxable income and deductions are included in consolidated income tax
returns with the Parent through the effective date of the transaction to sell 100% of the
shares of the Company (see Note 11). Subsequent to that date, the Company will file an
un-consolidated tax return. The Company has adopted Statement of Financial
Accounting Standards (“SFAS”) No. 109 “Accounting for Income Taxes”. There are no
temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes.

Fixed Assets

Fixed assets are recorded at cost less accumulated depreciation and amortization.
Depreciation is provided for at rates intended to write off the assets over the estimated
useful lives. Computer equipment and furniture and fixtures are amortized on a straight-
line basis ranging from 3 to 5 years. Leasehold improvements are amortized on a
straight-line basis over the term of the lease.

Investment Banking

Investment banking revenues are fees earned for financial advisory services and are
recorded over the term of the advisory contracts at the fair value of consideration
received. Consideration received prior to completion of the advisory contracts is
recorded as deferred revenue.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expenses
during the reported period. Actual results could differ from those estimates.

Securities Owned/Securities Sold Not Yet Purchased

All securities owned/securities sold not yet purchased consist of NASDAQ and over the
counter stocks.

Cash and Cash Equivalents
For the purposes of the statement of cash flows, the Company defines cash and cash

equivalents to include cash and all highly liquid financial instruments with purchased
maturities of 90 days or less that are not held for sale in the ordinary course of business.

11




BNJ CAPITAL SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001

Note 3 — Receivable from and Payable To Clearing Broker

Amounts receivable from and payable to broker-dealers and clearing organizations at
December 31, 2001 consist of the following:

Receivable Payable
Deposit for securities borrowed/loaned $ 469,718 $ 0
Proceeds from short sales 74,750 0
Payable to clearing broker 0 327,887
Total $ 544,468 $ 327,887

Receivable and payable from/to clearing broker are from trading activity and are
collateralized by marketable securities. Interest is at a fluctuating rate.

Note 4 ~ Securities Owned and Sold, Not Yet Purchases

Marketable Securities owned and sold, not yet purchased, consist of trading and
investment securities at market values, as follows:

Sold, Not Yet
Owned Purchased
Corporate stocks $ 186,578 $ 87,076

Securities not readily marketable include investment securities (a) for which there is no
market on a securities exchange or no independent publicly quoted market, (b) that
cannot be publicly offered or sold unless registration has been effected under the
Securities Act of 1933, or (¢) that cannot be offered or sold because of other
arrangements, restrictions, or conditions applicable to the securities or to the company.

At December 31, the Company owned not readily marketable equity securities in the
amount of $63,300, which approximates fair value.

12




-bINJ CAFTTAL OSECURILILIES CURE.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001

Note 5 - Fixed Assets

Fixed assets consisted of the following as of December 31, 2001:

Leasehold improvements $ 30,974
Computer and office equipment 45,477
Furniture and fixtures 8,986

85,437
Less: accumulated depreciation 45,772
Net book value $ 39,665

‘Depreciation and amortization expense amounted to $24,444 for the year ended
December 31, 2001.

Note 6 — Income Taxes

The Company and its parent corporation incurred losses for tax purposes in amounts that
are un-determinable as of the dates of these financial statements. Had the net operating
loss amounts been determinable, the Company would have taken a valuation allowance
for deferred taxes arising from operating losses.

Note 7 — Shareholders’ Equity

At December 31, 2000, the Company had 1,000,000 authorized common shares, $1 par
value of which 1,000 were issued and outstanding.

Note 8 — Net Capital Requirements

As a registered broker-dealer, the Company is subject to the requirements of Rule 15¢3-1
(the net capital rule) under the Securities Exchange Act of 1934, as amended. The basic
concept of the rule is to require the broker-dealer to have at all times sufficient liquid
assets to cover its current indebtedness. Specifically, the rule prohibits a broker-dealer
from permitting its “aggregate indebtedness” from exceeding fifteen times its net capital
as those terms are defined.

On December 31, 2000, the Company’s aggregate indebtedness and net capital were
$56,761 and $265,648, respectively, a ratio of 0.21 to 1.00. On December 31, 1999, the
Company’s aggregate indebtedness and net capital were $1,628,001 a ratio of 6.089 to

1.00.

13




BNJ CAPITAL SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001

Note 9 - Financial Instruments

Fair Value

The carrying value of monetary assets and liabilities approximates fair value.
Concentration of Risk

The Company’s deposits, trading securities, customers’ securities, funds and accounts are
processed and carried by Penson Financial Services, a clearing broker-dealer.

Note 10 — Commitments and Contingencies

Operating Lease — Office Space

In 1999, the Company signed a lease for office space in New York, New York. The lease
is for a period of four years and three months with an option to renew for a five-year

period. Minimum annual lease commitments for office space with a remaining term of
one year or more at December 31, 2001 are as follows:

Years Ended December 31,
2002 $ 55,936
2003 57,614
2004 4,945

$118,495

Operating Lease — Computer Equipment
The Company leases computer equipment under an operating lease, which runs through

2002. The future minimum lease payments under the terms of the contract amount to
approximately $14,000.

14




' BNJ CAPITAL SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001

Litigation and Administrative Claims

In previous years and under various owners, the Company has been a party to several
complaints and administrative proceedings in the normal course of operations. As of the
date of these financial statements, the Company’s management believes that all claims,
threatened litigation, and administrative proceedings in which the Company is a party, or
potential party, have been settled or will be settled in amounts that not material to the
financial position and results of operations of the Company.

Management is not currently aware of any claims, legal or administrative proceedings or
threatened litigation that, individually or in the aggregate, would cause a material adverse
effect on the Company’s financial position or results of operations and would require
disclosure.

Note 11 — Change of Ownership

On October 3, 2001, the Parent entered into an agreement with an employee (“buyer”) of
the Company to sell 100% of the outstanding shares of the Company. The employee
holds the appropriate licenses to own a broker-dealer and has been in control of the
Company’s operations and accounting since prior to February 1, 2001.

The contract calls for the buyer to make application with the NASD for transfer of the
broker-dealer license. As of the date of these financial statements, the NASD has not yet
issued final approval of the transaction. As a result, certain other representations and
warranties agreed to by the parties are still outstanding. The accompanying financial
statements have been prepared under the assumption that the necessary regulatory
approval of the transfer of the broker-dealer license will be completed in the near future.

15
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Independent Auditors’ Report on Supplementary Information

To the Board of Directors

BNJ CAPITAL SECURITIES, CORP.
30 Broad Street - 28th Floor

New York, NY 10004

We have audited the accompanying financial statements of BNJ CAPITAL SECURITIES, CORP. as of
and for the year ended December 31, 2001, and have issued our report thereon dated March 23, 2002.
Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in Schedules I and II is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 of the Securities and Exchange Commission. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in my
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

ot § G

Wolfson & Green
Woodbury, NY 11797

March 23, 2002




BNJ CAPITAL SECURITIES CORP
SUPPLEMENTARY INFORMATION
DECEMBER 31, 2001

SCHEDULE I

COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

Computation of Basic Net Capital Requirement:

Total assets
Total liabilities
Net worth as per accompanying financial statements
Add: subordinated notes
Adjusted net worth
Less: non-allowable assets
Current net capital
Less: Haircuts

Undue concentration
Net Capital
Required capital
Excess Net Capital

Aggregate indebtedness

Aggregate indebtedness to Net Capital

17

$ 881,254
435,028

446,226
0

446,226
(141,027)

305,199
(34,051)
(3,654)

267,494
187,000

$ 80,494

$17,511

6.5%




DIN CArII AL OLUURILLILOD WURLD
SUPPLEMENTARY INFORMATION
DECEMBER 31, 2001

SCHEDULE II

RECONCILIATION OF NET CAPTIAL UNDER RULE 17A-5(d)(4)
OF THE SECURITIES AND EXCHANGE COMMISSION

Net Capital per December 31, 2001 Focus IIA Report $ 2'65,648
Audit Adjustments:
Adjustments to commissions expenses, and depreciation 1,846
Net adjustments 1,846
Net Capital per Schedule I $ 267,494
18
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Independent Auditors’ Report on Internal Control Structure Required by SEC Rule 17a-5
To the Board of Directors

BNJ CAPITAL SECURITIES, CORP.

" In planning and performing our audit of the consolidated financial statements of BNJ CAPITAL

SECURITIES, CORP. (the Company), for the year ended December 31, 2001, we considered its internal
control, including control activities for safeguarding securities, in order to determine our auditing
procedures for the purpose of expressing our opinion on the consolidated financial statements and not to
provide assurance on the internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made
a study of the practices and procedures followed by the Company, including tests of compliance with
such practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g), in the
following:

1. Making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under rule 17a-3(a)(11) and the reserve required by rule 15¢3-3(e)

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by rule 15¢3-3

The management of the Company is responsible for establishing and maintaining an internal control and
the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs of
controls, and of the practices and procedures referred to in the preceding paragraph, and to assess
whether those practices and procedures can be expected to achieve the SEC’s above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition, and that transactions
are executed in accordance with management’s authorization and recorded properly to permit the
preparation of financial statements in conformity with generally accepted accounting principles. Rule
17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.




Because of inherent limitations in internal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their design and operation may deteriorate. Our consideration of internal control
would not necessarily disclose all matters in internal control that might be material weaknesses under
standards established by the American Institute of Certified Public Accountants. A material weakness is
a condition in which the design or operation of the specific internal control components does not reduce
to a relatively low level the risk that error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. However, we noted no matters involving
internal control, including control activities for safeguarding securities, that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2001, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, and the NASD, and other regulatory agencies that rely on rule 17a-5(g) under the Securities
Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not intended to be and
should not be used by anyone other than these specified parties..
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Wolfson & Green
Woodbury, NY 11797

March 23, 2002
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